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TO: THE COMMISSION

FROM: Utilities Division

DATE: January 8, 202 l

RE: IN THE MATTER OF THE APPLICATION OF ARIZONA PUBLIC SERVICE
COMPANY FOR APPROVAL OF ELECTRIC SERVICE CONTRACT RATE
SCIIFDULE WITH NIKOLA CORPORATION
(DOCKET NO. E-OI 345A~20-0367)

INTRODUCTION

Enclosed are the Commission Staffs memorandum and proposed order for the Application
ofArizona Public Service Company for Approval otElectric Service Contract Rate Schedule with
Nikola Corporation (Docket No. E-0l 345A-20-0367). This is only a Staff recommendation to the
Commission; it has not yet become an order of the Commission. The Commission can decide to
accept, amend or reject Staffs proposed order.

Any party who wishes to comment on this matter may appear telephonically before the
Commission at its regular open meeting scheduled for January IZ, 2021, at 10:00 a.ln. and
January 13, 2021, at 10:00 11.111. or may file written comments in Docket Control.

If you have any questions about this matter, please contact Candrea Allen otour Stati at
(602) 364-0235, or Elijah Abinah, Director, at (602) 542-6935.

BACKGROUND

On December l 1, 2020, Arizona Public Service Company ("'APS" or "Company".) tiled an
application with the Arizona Corporation Commission ("Commission") for approval ola Electric
Service Agreement ("ESA") rate schedule with Nikola Corporation ("Nikola"). On December l 8,
2020, Nikola filed comments in support of the proposed ESA in the docket. On December 22,
2020, APS tiled a waiver of the timeclock to process the application.
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Nikola operates as an integrated zero emissions transportation systems provider. Nikola
designs and manufactures battery-electric and hydrogen-electric vehicles, electric vehicle
drivetrains, vehicle components, energy storage systems, and hydrogen fueling station
infrastructure. The company also develops electric vehicle solutions for military and outdoor
recreational applications.l Nikola is based in Phoenix, Arizona.

Pursuant to Decision No. 73 l 83 (May 24, 2012), the Commission approved a Settlement
Agreement which authorized APS to "pursue economic development opportunities through the
use of Commission-approved special contracts" such as the proposed special contract.

APS states that this ESA is an important means of economic development as Nikola
anticipates deploying hundreds of millions otldollars in capital to construct its hydrogen facilities
in Arizona. In addition, Nikola expects to employ a diverse workforce at its facilities. Further,
APS states that the deployment of the hydrogen facilities will have a positive impact on the
environment by reducing pollution and the emission oflNOx, SOx, CO2, and small tine particulate
matter by facilitating the conversion of heavy-duty trucks loom diesel fuel to hydrogen.

APPLICATION

According to the application, Nikola intends to establish hydrogen production, processing,
and fueling stations and anticipates requiring a very high load factor of above 92 percent. APS
states that customers with high loads provide operational and other economic benefits to the
distribution system by helping reduce the overall cost for the Company to serve all its customers.
This aids in flattening the overall load profile and allows APS to operate its generation fleet in a
more optimal manner while spreading fixed costs over a greater volume of energy, reducing the
per kilowatt hour ("kwh") costs to APS customers.

In its application. APS states that Nikola's planned hydrogen facilities are expected to be
flexible loads that will be responsive to demand response dispatch instructions, similar to a
micro grid or battery energy storage facility, unlike most other high load factor customers. Under
the contract, Nikola will receive a capacity credit for the unbundled generation capacity rate
component. in addition, the Nikola l̀ aeilities will be able to selfs-curtail under the contract rate.
The contract rate will be applicable for Nikola's hydrogen production loads and its hydrogen
refueling stations across APS's service area.

Until Nikola's facilities reach the scale required to qualify for service under the ESA rate.
APS will provide service under the applicable E-32 or other general service, rate schedule without
any discount or special provisions. APS has indicated that it anticipates Nikola will take service
under the ESA within the next t`our years.

l fly/roof Finance. (2020). hupsz. tinancewahoo.contquoreNKLA protile2pi_n_KLA.
2 APS did its analysis based upon present day assumptions since the contract will riot go into effect for approximately
4 years.
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MARGINAL COSTS

Staff has reviewed the proposed rates and charges included in the proposed ESA and the
projected energy and capacity costs and credits of serving Nikola. Staff has reviewed the
information from APS related to its marginal costs and has determined that the rates and charges
included in the proposed ESA will cover APS's marginal costs during the contract period. APS
has indicated that the economic development credit was not part of this review. Recovery of the
Economic Development credit will be determined in the context of a future rate case.

FAIR VALUE IMPLICATIONS

Statlthas reviewed the application in terms of whether there are fair value implications. In
Decision No. 76295, (August 18. 7017). the Commission determined the fair value of the APS
jurisdictional rate base to be $9.990,561,000. That determination is appropriate fOr the purposes
of this analysis. Compared to APS total revenues, any revenue impact from this ESA would be
de lninimz/5, and any impact on APS's fair value rate base and rate of return would also be de
minimum.

RECOMMENDATIONS

Given the level ol'Nikola's anticipated investment in its facilities and the effect on local
communities, Staff believes that the proposed ESA provides an economic development
opportunity, as authorized in Decision No. 73 l 83. In addition, Nikola, as an extra high load factor
("XHLF") customer with interruptible capability, provides benefits to the rest of the APS
ratepayers. Pursuant to an executed Protective Agreement, Staff has reviewed the unreacted ESA
which contains competitively confidential information. Because the rates included in the proposed
ESA are based more on the actual cost of serving Nikola, Staff believes the proposed ESA is more
appropriate for Nikola than a standard tariftoftlered by APS. APS has indicated that approval of
the proposed ESA will have no impact on the rates and charges of APSis other customer classes.
TherefOre, Staff recommends approval of the proposed ESA between APS and Nikola. StatT
recommends that language be added in the Decision that specifies that Commission approval does
not guarantee any future ratcmaking treatment of the agreement with Nikola.

Elijah O. Abinah
Director
Utilities Division

EOA:CLA:j n\MAS

ORIGINATOR: Candrea Allen
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On this Sth day of January 2020, the foregoing document was tiled with Docket Control as a
Utilities Division Memorandum & Proposed Order, and copies of the tbregoing were mailed on
behalflotthe Utilities Division to the following who have not consented to email service. On this
date or as soon as possible thereatter, the Commission's eDocket program will automatically email
a link to the foregoing to the following who have consented to email service.

Melissa M. Krueger
Pinnacle West Capital Corporation
400 North 5th Street, Mail Station 8695
Phoenix Arizona 85004

Robin Mitchell
Director/ChiefCounsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
lwtlltlh al ;l4¢¢."u\
utiltliwsen icebx email al a2cc.gm
Consented to Service by Email
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17 FINDINGS OF FACT

18 I Arizona Public Service Company ("APS" or "Compunv") is certilicalcd to provide

19 Slate of Arizona.electric service as a public service corporation in the

20 Backgrouml

721 On December I I. ')0')(). APS filed un application with the Arizona Corporation

22 Commission ("Commission") br approval oIz\n Electric Service Agreement 1"ESA") rate schedule

23 with Nikola Corporation ("Nikola"). Gn December 18. "020. Nikola Iiled comments in support of

24 the proposed FSA in the docket. On December )). 7020. APS tiled a waiver of the timeclock to

25 process the application.

26 3. Nikola operates as an integrated zero emissions transportation systems provider.

87 Nikola designs and manful"tctures battery-electric and hvdrouen-electric vehicles. electric vehicle

28 drive trains. vehicle components. energy storage systems. and hvdrogcn fueling station
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l inf iastruclule. The company also develops electric vehicle solutions fOr mililarv and outdoor

2 recreational applications, Nikola is based in Phoenix. Arizona.

\
s 4. Pursuant lo Decision No. 78188 (May 24. 2017). the Commission approved a

4 Sclllcment Agrccmenl which authorized APS to "pursue economic development opportunities

5 through the use of Commission-approved special contracts" such us the proposed special contract.

6 5. APS states that this ESA is an important means of economic development as Nikola

7 anticipates deploying hundreds of millions oldollars in capital to construct its hydrogen facilities in

8 Arizona. In addition. Nikola expects lo employ a diverse workfOrce at its l"teilities. Further. ANS

9 states that the deployment olthe lndrogen facilities \\ ill have a positive impact on the environment

l() by reducing pollution and the emission of N()x. S()x. COT and small line particulate matter by

I I facilitating the conversion olhcavv-dutv trucks from diesel fuel lo hydrogen.

12 Application

6.18 According to the application. Nikola intends lo establish hydrogen production.

14 processing. and lueling stations and anticipates requiring a very high load factor olabove of percent.

15 APS states that customers with high loads provide operational and other economic hcnelils to the

16 distribution system hv helping reduce the overall cost for the Companv to serve all its customers.

17 This aids in flattening the overall load profile and allows APS to operate its generation fleet in a

more opt mal man her18 while spreading fixed costs over at greater volume olencrgv. reducing the per

kilowatt hour ("kwh") costs lo APS customers.19

7.20 In its application. APS states that Nikolas planned hydrogen facilities are expected

to he llexihle loads that will21 be responsive to demand response dispatch instructions. similar lo a

22 Undermierogrid or battery energy storage Iacilitv. unlike most other high load factor customers.

28 the contract. Nikola "ill receive a capacity credit for the unbundled generation capacity rate

In addition. the Nikola lacilitics will he able24 component. lo sell-curtail under the contract rate. The

25 contract rate will be applicable fOr Nikolas hvdrogcn production loads and its hvdroucn rcluclinsl

stations across APSs service area.26

27

l128 ))IIu00.' Finance. 0020).https; linance.vahoo.gom;quole NKLA.profile"p=NKLA.
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I 8. llntil Nikolas facilities reach the scale required lo qualili fOr service under the FSA

2 rate. APS will provide service under the applicable li-87 or other general service. rate schedule

3 without anv discount or special provisions. APS has indicated that it anticipates Nikola will take

4 service under the lSA within the next tour \C?.llS2

5 Margi fall Costs

6 0. Su1Il has reviewed the proposed rates and charges included in the proposed ESA and

7 Stuff has reviewed thethe projected energy and capucin costs and credits of serving Nikola.

8 intormalion iiom APS related has determined thatlo its nunginul costs and the mies and charges

<) included in the proposed FSA will cover APSs marginal costs during the contract period. APS has

I 0 Rceoverv of theindicated that the economic development credit was not part of this revicn .

I I Fconomic Development credit will be determined in the context of a future rate CZISC.

12 Fair Value Implications

18 10. in terms 0 l whether there arc lair valueStaff has reviewed the application

IN implications. In Decision Nu. 76205. (August 18. 2017). the Commission determined the lair vuluc

15 of the APS jurisdictional rut base to be $*).990.56l.0()(). That determination is appropriate li>r the

16 purposes of this analysis. Compared to APS total revenues. anv revenue impact Iiom this ESA

17 would be do minimus. and an impact on APSs lair value rate base and return would also be do

18 minimus

l<) Rccommcndatiuns

I I20 Given the level olNikolas anticipated investment in its facilities and the cllCct on

local communities.21 Stall believes that the proposed lSA provides an economic development

22 opportunity. as authorized in I)ecision No. 73 I 88. In addition. Nikola. as am extra high load factor

23 ("XHl.l") customer with intcrruptihlc cupahilitv. provides henelits to the rest olthe APS ratepayers.

24 Pursuant to an executed Protective Agreement. Stall has reviewed the unrcdacted ESA which

Because the rates included25 contains competitively confidential inlbrmation. in the proposed FSA

26

27
APS did its analysis based upon present day assumptions since the contract will not go into cftect for approximately l
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I 81C based more on the actual cost of serving Nikola. StalT believes the proposed ESA is more

'> appropriate fOr Nikola than a standard tariItoltCred be APS. APS has indicated that approval of the

8 proposed FSA will have no impact on the rates and charges of APSs other customer classes.

4 SlalllherelOre. StalT recommends approval of the proposed FSA between APS and Nikola.

5 recommends that language be added in the Decision that specifies that Commission approval does

6 not guarantee an.v luture rate making treatment olthe agreement with Nikola.

7 C()N(LLlSI()NS or LAW

8 I . Arizona Public Service Companv is 8 public service corporation within the meaning

0 ollArlicle XV ollhe Arizona Constitution and Arizona Revised Statute SS -I()-250 and -IO-25 I .

I0 7 Ihc Commission has jurisdiction over Arizona Public Service Company and the

I I subject matter of the Application.

12 3 . 8. 202 IThe Commission. having reviewed StalIls memorandum dated .lanuarv

18 concludes that ii is in the public interest to approve the corrected larill language as discussed herein.

14 ORDFR

15 ll IS ll IFRll"()RI7 ORI)l{Rll) that the Arizona Public Service Compunv Electric Service

16 Agreement with Nikolai Corporation is hereby approved. as discussed herein.
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l IT IS IURTIIER ORDFRFD that approval of the IIectric Service Agreement does not

7 guarantee and future ratemakinu treatment oI the agreement with Nikola. at this time.

5
v IT IS IURIIIFR ()RDERl I) that this Decision shall become effective immediately.

-I

5 i IBY TIIE oltnisu OF lllE ARlZ()\A C()RI'()RATI()\ C()\lI\II99l()Ni i I . . I

6

7
COMMISSIONER KENNFDYCHA1RWOMAN MARQUEZ PI IIFRSON
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COMMISSIONER OLson COMMISSIGNFR TOVAR COMMISSIONFR (t)C()NN()R

I I
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IN w1rnIss vtnEREol. I. MAl"lnEw .I. NFUBIRT.
Executive Director of the Arizona Corporation Commission.
have hereunto. set my hand and caused the official seal oI this
Commission to he atiixed at the Capitol. iii the Cilv of
Phoenix. this day of . )0>I.
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